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E.O. 11652: N/A 
TAGS: EAGR, ETRD 

SUBJECT: COFEEE: MEXICAN PROPOSAL FOR BUFFER STOCK 

1. SUMMARY: CANTU PENA, PRESIDENT OE THE MEXICAN COFFEE 
INSTITUTE, MET WITH ASSISTANT SECRETARY KATZ ON JULY 1 1 . 

CANTU RAISED HIS CONCERN OVER THE SHARP FLUCTUATIONS IN THE 
CURRENT COFEEE MARKET AND PROPOSED THAT A WORKING GROUP BE 
ESTABLISHED IN THE INTERNATIONAL COFEEE ORGANIZATION TO 
STUDY THE CREATION OF A BUFFER STOCK FOR COFFEE. END 
SUMMARY. 

2. CANTU PENA OPENED BY REVIEWING THE DIFFICULTIES CAUSED 
PRODUCERS AND CONSUMERS BY RECENT RAPID SWINGS IN COFFEE 
PRICES. HE ALSO INQUIRED ABOUT OUR VIEWS ON HOW TO 
STRENGTHEN THE CURRENT COFFEE AGREEMENT TO PREVENT SUCH 
FLUCTUATIONS. MR. KATZ NOTED THAT NO ONE COULD BE HAPPY 
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WITH THE SITUATION IN THE PRESENT COFFEE MARKET, BUT 
STRESSED THAT SOME PRODUCING COUNTRIES, WHILE NOT RESPONSI- 
BLE FOR THE PRICE INCREASES, HAD NOT DONE ALL THEY COULD 
TO DAMPEN THEM. HE CITED REPORTS OF BRAZILIAN COFFEE 
PURCHASES AND INVOLVEMENT OF SOME PRODUCERS IN THE FUTURES 
MARKETS. AS FOR WHAT COULD BE DONE, HE NOTED THAT THE 
1976 COFFEE AGREEMENT OPERATES ONLY THROUGH EXPORT QUOTAS 
WHEN SUPPLIES ARE IN SURPLUS. TO OPERATE WHEN SUPPLIES 
WERE TIGHT, IT WOULD HAVE TO BE RENEGOTIATED TO PROVIDE FOR 
INTERNATIONAL BUFFER STOCKS. A FULLY EFFECTIVE STOCK, HE 
REMARKED, COULD COST SEVERAL BILLION DOLLARS. 

3. IN RESPONSE, MR. PENA SUGGESTED THAT TEN PERCENT OF 
YEARLY TRADE COULD BE RESERVED FOR SUCH A STOCK TO BEGIN 
WITH. MR. KATZ SAID THAT THIS WAS ONE WAY TO APPROACH THE 
ISSUE. HE EMPHASIZED THE U.S. FAVORED SMOOTHING PRICE 
VARIATIONS AROUND LONG TERM TRENDS BUT NOT INDEXATION OR 
ARBITRARY PRICING. HE ALSO STRESSED THAT SUCH A SCHEME 
WOULD REQUIRE CLEAR AGREEMENT ON OBJECTIVES AND A WILLING- 
NESS TO BEAR THE FINANCIAL COST, WHICH WOULD BE VERY HIGH. 

4. CANTU PENA AGREED ON ALL POINTS. HE ADDED THAT PRO- 
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DUCERS WERE RECEPTIVE TO SUCH AN IDEA AND COULD BE PER- 
SUADED TO ACCEPT THE COSTS OF HOLDING STOCKS ON THE 
GROUNDS THAT IT WOULD BE LESS THAN THE COST OF CONSUMPTION 
LOSSES FROM WILD PRICE SWINGS. CANTU SAID HE WOULD CONSULT 
WITH OTHER IMPORTANT CONSUMING COUNTRIES IN EUROPE AND 
PROPOSE AT THE NEXT MEETING OF THE EXECUTIVE BOARD THE 
CREATION OF A WORKING GROUP TO STUDY HIS SCHEME. 

VANCE 
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